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QUESTION 1         (25 MARKS) 
Instructions for answering Objective Test (OT) Questions  
OTQ’s should be answered on the answer sheet attached to the back of your script. Please write 
your INITIALS, SURNAME and STUDENT NUMBER on the sheet, before detaching it. The answer 
sheet should be placed in the answer book when handing in your script. 
Questions consist of the following types: 
1) Multiple choice – select only the most appropriate answer from multiple    statements; 
2) Multiple response – select as many statements as is true from the options provided; 
3) Number/text entry – filling in the missing text (words, symbols or numbers) in a statement; 
4)       True/false – assessing a statement as either correct, or incorrect; and/or 
5) Matching – matching statements from one column, with the appropriate one/s in another column. 
 
Clear instructions will be provided when more than one statement is correct (multiple response), or where 
statements to be matched (matching), may be used more than once. 
Please pay close attention to each questions’ mark allocation. 
 
1. In a discounted cash flow exercise, what is the discount factor (to 3 decimal places) for 
year 4 when the cost of capital is 11.5%? 
 
A. 0.721 
B. 0.115 
C. 0.647 
D. 3.587 
E. 1.546            
(1) 
 
2. Which of the following is not an example of an information system fraud risk? 
 
A. Falsifying data 
B. Alternating a program 
C. Steeling or tampering with output documents 
D. Reducing internal checks         
(1) 
 
 
3. Indicate whether the following is true or false: 
‘The accounting rate of return method of investment appraisal uses accounting profits 
before depreciation charges.’          
(1)  
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4. Indicate whether the following is true or false: 
‘Sensitivity analysis allows for uncertainty in project appraisals by assessing the probability 
of changes in the decision variables.’ 
        (1) 
5. Indicate whether the following is true or false: 
‘In the long run, total profit will be the same under both the marginal and absorption costing 
methods.’            
             (1) 
6. H Hotels operates a chain of budget hotels in each of the major towns and cities in its 
home country. The company uses a traditional costing system to manage its operations. 
 
Analyse each of the following statements and select those that are relevant to the proposal 
that H Hotels should introduce activity based management (ABM). 
 
Select the THREE options that apply. 
  
A. Each hotel has only one class of room. 
B. Customers can book rooms online or through the company's telephone call centre. 
C. Business customers tend to stay for one night and leisure customers tend to stay for 
up to seven nights. 
D. H Hotels has a very strong brand identity, with the same furniture, fittings and 
carpeting used throughout every hotel in the chain. 
E. Hotels are spread across the country, with some located near airports, some in city 
centre’s and some close to major motorway junctions.     
(3) 
 
7. For a certain project, the net present value at a discount rate of 15% is R3,670, and at a 
rate of 18% the net present value is negative R1,390. What is the internal rate of return of 
the project? 
 
A. 17,2% 
B. 15,7% 
C. 16,5% 
D. 16,6% 
E. None of the above         
(1) 
 
8. Indicate whether the following is true or false: 
‘Sensitivity analysis answers "what if" questions to help the decision maker.’    
(1) 
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9. In the context of risk management, what does the acronym TARA stand for? 
 
A. Technology, Awareness, Rules, Acceptance 
B. Transfer, Accept, Reduce, Avoid 
C. Transfer, Accountability, Regulation, Abandon 
D. Transfer, Accept, Review, Abandon        
(1) 
 
10. Which of the following statements about post-completion audit is correct? 
 
A. Size should not be used as a guide as to which projects should be audited. 
B. Managers should perceive that every capital expenditure project has a chance of 
being the subject of a detailed audit. 
C. All capital expenditure projects should be audited. 
D. In general, projects should be audited approximately one week after completion. 
          
(1) 
 
11. With regard to investment decision making, list three real options are available for 
management?            
(3) 
 
12. Which TWO of the following are the main characteristics of Big Data? 
 
A. Viruses 
B. Volume 
C. Value 
D. Variety            
(2) 
 
13. DVDs are often sold with a region code attached. This means that the DVD can be played 
on players that have been designed for that region. For example, DVDs carrying region 
code 1 can be played in only in America and those with code 2 can be played only in 
Europe. This is intended to prevent a consumer from buying a DVD in, say, America and 
playing it in Europe. 
Film producers often stagger the launch of new DVDs, with most being sold in America 
before they go on sale elsewhere. Initial sales in each region are at a relatively high price; 
this is reduced once interest in the film diminishes. 
Which pricing strategy is most consistent with the use of codes to ensure high prices in 
new markets?  
A. Discount pricing 
B. Market skimming 
C. Penetration pricing 
D. Premium pricing          
(1) 
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14. Kaizen costing emphasises: 
 
A. The need to achieve a target and maintain it 
B. Continuous improvement 
C. The immediate elimination of all inefficiencies 
D. Japanese culture          
(1) 
 
15. Indicate whether the following is true or false: 
‘When considering different investment options, capital can be classified as a limiting 
factor?’             
(1) 
16. Which of the following is not a category of threat identified in CIMA’s guidance? 
 
A. Self-review 
B. Advocacy 
C. Familiarity 
D. Confidentiality          
(1) 
 
17. Indicate whether the following is true or false: 
‘A Transaction Processing System performs and records routine transactions.’  
            (1) 
 
 
18. A company is considering introducing a system of capital budgeting. Which THREE of the 
following are potential advantages of imposing an upper financial limit on new projects? 
 
A. Companies find it more difficult to raise finance than to identify positive net present 
value projects. 
B. The shareholders may be unhappy if too many new investments are made. 
C. The company has a better understanding of the funding that it requires each year. 
D. Capital budgeting makes the ranking of potential projects more relevant. 
E. Managers may focus more on finding higher-quality projects. 
F. Risk will be avoided.          
(3) 
TOTAL FOR QUESTION 1 = 25 MARKS 
  
Performance Management 
Subject Code: S3PFMQ6 / PFM0006 / ADFM005     Page 7 of 12 
Department of Finance and Investment Management 
 
QUESTION 2         (50 MARKS) 
PART A          (25 MARKS) 
Fathom Pty (Ltd) is considering upgrading their current IT system. They have the following 
two investment options available: 
Option 1 
The first option would be to invest in a new system specifically developed for Fathom 
incorporating all of their requirements from a specification provided by the Company so that it 
meets, very closely, all their business needs. 
The cost for this system quoted by an experienced and respected supplier would be R25 
million and Fathom would need to employ IT staff to maintain the system at an additional cost 
of R400 000 per annum with training costs of approximately R100 000 in the first year which 
will be paid at the end of the year. 
Option 2 
Alternatively, Fathom has the option to purchase a cheaper, already developed, off the shelf 
package, which is used by a number of Fathom's competitors, from an experienced outsourcer 
who would provide basic staff training within the contract price. 
Reviews from other competitors that have used the system are excellent. 
There is also a wide range of literature available to help as there are many other users using 
the same package. The cost of a three year contact is R2.5million with annual maintenance 
costs of R500 000. There may be elements included in the standard system that will not be 
used which will, however, be covered in the price. The cost of capital to be used for IT 
investment has been calculated at 14% and is to be evaluated over a three year period. 
 
Required: 
2.1  Calculate the NPV of the two options to be considered. 2.1 should be answered on 
the answer sheet provided. 
(13 marks) 
2.2  Based on your calculation above, recommend which option should be undertaken. 
(2 marks) 
2.3  Calculate the Profitability Index of both options. 
(6 marks) 
2.4  Briefly explain the difference between hard and soft capital rationing. 
(4 marks) 
TOTAL FOR PART A = 25 MARKS 
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PART B          (8 MARKS) 
2.5 Match the description given in column B to the product life cycle phase in column A. 
COLUMN A 
 
COLUMN B 
Introduction A. The market will reach a saturation 
point and demand will fall. 
 
Growth B. The growth in demand for the 
product will slow down, although the 
product will continue to be profitable. 
 
Maturity C. During this phase the company will 
incur heavy capital expenditure on 
product development.  
 
Decline D. During this phase the company will 
gradually start to recover the initial 
investment costs. 
 
TOTAL FOR PART B = 8 MARKS 
 
PART C          (5 MARKS) 
An IT/IS control is a procedure or policy that provides a reasonable assurance that the 
information technology/ information systems used by an organisation operates as intended, 
that data is reliable and that the organization is in compliance with applicable laws and 
regulations. 
 
Required: 
2.6  List possible IT/IS controls that exist to ensure complete and accurate processing of 
data and safeguarding of privacy and security.  
(5 marks) 
TOTAL FOR PART C = 5 MARKS 
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PART D 
XY has developed two new products, Product X and Product Y, but has insufficient resources 
to launch both products. The success of the products will depend on the extent of competitor 
reaction. There is a 20% chance that competitors will take no action, a 50% chance that they 
will launch a similar product and a 30% chance that they will launch a better product. 
The profit/loss that will be earned by each of the products depending on the extent of 
competitor reaction is as follows: 
Competitor reaction 
 
Product X 
 
Product Y 
 
No action 
 
R540,000 R620,000 
Launch a similar product 
 
R320,000 R380,000 
Launch a better product 
 
(R150,000) (R200,000) 
 
Another option for XY would be to launch neither product. If it chooses this course of action 
there is a 60% chance that competitors will take no action and there will be no effect on the 
company’s profit. There is a 40% chance that competitors will launch a new product and 
company profits will reduce by R100 000. 
 
Required: 
2.7  Demonstrate, using a decision tree and based on expected value, the best course of 
action for the company. 
(10 marks) 
TOTAL FOR PART D = 10 MARKS 
 
PART E 
2.8  Explain the difference between a risk-adverse individual and a risk-seeking 
individual. 
(2 marks) 
TOTAL FOR QUESTION 2 = 50 MARKS 
 
TOTAL = 75 MARKS 
 
 
-END- 
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QUESTION 1 
OTQ – ANSWER SHEET 
PLEASE WRITE YOUR NAME AND STUDENT NUMBER ON THIS SHEET BEFORE 
DETACHING FROM YOUR QUESTION PAPER. 
 
INITIALS AND SURNAME 
 
 
 
STUDENT NUMBER 
 
 
1. 
 
(1) 
10. 
(1) 
2. 
 
(1) 
11. 
Option 1: 
                                        
Option 2:   
                                       
Option 3:                                         
(3) 
3. 
 
(1) 
12. 
(2) 
4. 
 
(1) 
13. 
(1) 
5. 
 
(1) 
14. 
(1) 
6. 
 
(3) 
15. 
(1) 
7. 
 
(1) 
16. 
(1) 
8. 
 
(1) 
17. 
(1) 
9. 
 
(1) 
18. 
(3) 
 
 
/25 
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QUESTION 2 – PART A 
PLEASE WRITE YOUR NAME AND STUDENT NUMBER ON THIS SHEET BEFORE 
DETACHING FROM YOUR QUESTION PAPER. 
 
INITIALS AND SURNAME 
 
 
 
STUDENT NUMBER 
 
 
2.1 Net Present Value calculations for the two options for the IT system 
 
Option 1 
 R'000 R'000 R'000 R'000 
YEAR 0 1 2 3 
 
 
    
 
 
    
 
 
    
NET CASH FLOW 
 
    
 
 
    
NET PRESENT VALUE 
 
 
 
Option 2 
 R'000 R'000 R'000 R'000 
YEAR 0 1 2 3 
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NET PRESENT VALUE 
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